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American Institute of Accountants
INCORPORATED UNDER THE LAWS OF THE DISTRICT OF COLUMBIA
135 CEDAR STREET, NEW YORK
December 20, 1933.
To the Members and Associates
of the American Institute of Accountants:
Gentlemen:
At the present time, when the national administration is bending all efforts to obtain greater utiliza­
tion of bank credit, it is of particular importance that all obstacles to the free granting of legitimate and 
justifiable short-term credit be removed. To this end, the bankers, in discussions with us, have emphasized 
the following points which both believe will be of aid in accomplishing the desired results:
1. Grantors of bank credit desire to be furnished with audit reports containing balance-sheet, statement 
of operations, and surplus analysis with an expression of the accountant’s opinions thereon, together 
with supporting schedules and significant comments on matters of interest to creditors. The bankers 
assure us that for any client who objects to leaving such confidential information in the files of the 
bank, satisfactory arrangements can be made to see that it does not get into the hands of competitors 
or other outside interests. The bankers feel that the Federal Reserve Board bulletin entitled Verification 
of Financial Statements is the best available outline of scope of an audit for credit purposes.
2. Balance-sheets submitted by accountants should be presented in reasonable detail rather than 
in condensed form. In the bankers’ experience condensed statements have at times had the effect 
of concealing items which would be of significance to credit grantors. The accountant, therefore, 
should exercise special care in approving a condensed balance-sheet for publication.
3. The bankers desire that the accountants shall increase the scope of their investigation with 
regard to inventories that may appear on balance-sheets which are to be used for credit purposes and 
suggest that the accountants be more aggressive in urging clients to authorize and pay for increased 
work in this respect. The bankers further indicate that they are willing to support the accountants 
by urging their credit seekers to authorize such additional work with regard to the inventory as the 
accountants deem necessary in order that the banker may obtain the full value of the accountants’ 
opinion with regard to this important element of the balance-sheet. They recognize that physical 
appraisal does not come within the scope of the profession of accountancy, but they do desire the ac­
countants, in addition to substantiating the clerical accuracy of the inventory and the testing of 
prices, to use such further methods of substantiating the quantities and the salability of the merchan­
dise as may come within the range of proper accounting procedure. While the accountant cannot 
assume responsibility for the salability of merchandise, yet he should give the banker the benefit 
of whatever tests he may be able to make from the records that would enable the banker to render 
a more accurate judgment upon this salient point. Such additional information may increase the 
banker’s confidence that his judgment is well founded, to such an extent that it may facilitate the 
granting of the full amount of credit that is justified in each case.
Enclosed herewith is a copy of a letter addressed to members of the Robert Morris Associates 
by their Committee on Cooperation with Accountants which indicates that the accounting profession 
can expect support of the bankers in efforts to make their examinations of more utility for credit purposes.
Yours truly,
Special Committee on Cooperation with Bankers, 
Charles B. Couchman, Chairman.
ROBERT MORRIS ASSOCIATES
A NATIONAL ASSOCIATION OF FINANCIAL CREDIT MEN
Committee on Co-operation with Public Accountants 
Philip F. Gray, Chairman 
One Wall Street, New York City
NEW YORK, N. Y.
December 20, 1933.
To the Members of the Robert Morris Associates:
As the period of the year is approaching when banks begin to look forward to receiving the annual bal­
ance sheets of their customers, your Committee on Co-operation with Public Accountants offers the following 
suggestions in the hope that they may be of assistance.
The desirability of unrestricted audits with accountants’ unqualified certificates was never a more impor­
tant consideration for companies needing credit than at the present time. The management may not always 
realize this, but may feel satisfied with the correctness of its own accounting records, and regard an audit as 
an expense imposed upon it from outside. In such cases, it may endeavor to get the work done at a minimum 
of cost without regard to quality. Auditing is not an expense on which to practice undue economy. The 
borrower should be impressed with the importance of allowing the accountant a fee commensurate with an 
adequate examination. He should not jeopardize his credit standing by creating the doubts which arise in the 
mind of the credit man when he sees a qualified certificate resulting from a restricted audit.
It is to the borrower’s interest to allow the accountant to assemble and verify all pertinent facts, not 
only to facilitate the obtaining of credit, but also to provide the management with dependable figures to guide 
it in directing the business. Speaking from the banker’s standpoint, it is desirable to have detailed informa­
tion in a comprehensive report by the accountant.
In connection with the inventory, too much emphasis cannot be placed upon the desirability of obtain­
ing an independent verification by the accountant or other outside representative which will clearly show the 
salability of the merchandise, as well as the correctness of the inventory figure. This is particularly true this 
year when so many companies have materially increased their inventory in anticipation of rising prices. An 
audit is intended as an independent expert opinion regarding the fairness of the balance sheet which hardly can 
be considered complete when a major item such as merchandise has not been substantiated. We do not advo­
cate that the accountant take the inventory or necessarily supervise it, provided the company has adequate rec­
ords which automatically check the inventory quantities. We do believe, however, that the accountant should 
satisfy himself by reasonable tests that the quantities were on hand, and that the basis of valuation, as well as 
computations, is accurate.
The Committee on Co-operation with Bankers of the American Institute of Accountants has recently 
addressed a letter on this subject to their members, copy of which is enclosed. Their letter indicates the desire 
of the accountants to work in close co-operation with bankers in obtaining the type of audit report needed for 
credit granting.
Your Committee recommends that each member of the Robert Morris Associates provide himself with 
copies of both letters for distribution among his customers in advance of their annual audits. The Secretary’s 
office will be able to provide all the copies that the members wish to use.
Very truly yours,
COMMITTEE ON CO-OPERATION WITH PUBLIC ACCOUNTANTS,
P. F. Gray, Chairman.
